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NOTES AND MEMORANDA. 



A REPLY TO CRITICS. 

Needless to say, I have been intensely interested in the 
comments on my two books, The Nature of Capital and 
Income and The Rate of Interest, which have been made 
by Professor Commons 1 and by Professor Mux. 2 There 
seems very little in either review to call for extended 
reply Both authors acknowledge themselves in thor- 
ough sympathy with the main methods and conclusions 
of the books, and confine their criticisms, for the most part, 
to minor and non-essential details. Moreover, as Professor 
Flux has said, the differences are more apparent than real, 
owing to differences in nomenclature, and, I may say, 
owing also in part to my failure in some cases to make my 
meaning clear 

For instance, Professor Commons seems to think that I 
overlooked the profound differences between what he calls 
"political economy," or the study of social welfare, and 
"business economy," or the study of individual interests; 
and that there is, if not an error, some distortion of view 
contained in my inclusion among the " services of wealth " 
the " exclusive " aspect, as when wealth is used by the owner 
as a weapon to restrain others. For reply I would refer 
the reader to an address on this subject before the Economic 
Section of the American Association for the Advancement 
of Science 3 The capital invested in a blackmailing news- 

1 Professor John R Commons, ' 'Political Economy and Business Economy: 
Comments on Fisher's Capital and Income/' Quarterly Journal of Economics,. 
November, 1907. 

2 Professor A. W. Flux, "Irving Fisher on Capital and Interest," Quarterly 
Journal of Economics, February, 1909. 

3 "Why has the Doctrine of Laissez Faire been Abandoned?" Irving Fisher, 
Science, N S., vol xxv , No 627, pp. 18-27, January 4, 1907. 
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paper, in a counterfeiting establishment, in a shop for the 
manufacture of burglar's tools, in a bureau for the corrup- 
tion of legislatures, in an opium den, or in other enter- 
prises injurious to society, will always be capital so long 
as it renders its "services" to the owners who benefit 
thereby. The fact that they render disservices to others 
is of vital consequence, but does not directly concern the 
subject-matter of my books, which is to follow the causes 
which actually determine market valuations. The truth 
is that market valuation seldom, if ever, exactly registers 
utility to society. The building of a new railroad will in- 
crease the value of certain productive real estate and de- 
crease that of residential districts; but we shall look in 
vain into the records of sales of railway shares for any 
indication of these effects. The study of these effects forms 
a subject by itself and one far too large and complicated to 
have been combined with a study of the topics chosen for 
my two books. 

The proper place for a study of social pathology and 
therapeutics seems to me to be at the end and not at the 
beginning of economic analysis. We shall reach sounder 
conclusions in regard to the best remedies to be applied to 
social conditions if first we study those conditions exactly 
as they are and not as we should prefer to have them. 
Our analysis should be as complete and as faithful to the 
facts as possible. 

In this connection I may make an observation, forced 
on me by the reviews which I have thus far seen. It is 
that analysis, on the one hand, is overwhelmingly impor- 
tant, while mere classification, on the other hand, is un- 
important. The motto which John Rae adopted from 
Hume might fitly be adopted by all economists: "Our 
speculations can scarce ever be too fine, provided they be 
just." Most economists are so anxious to proceed rapidly 
that they proceed carelessly. While I have been accused in 
my books of too minute analysis, my own chief regret is 
that the analysis was not still more minutely expressed, 
for it is precisely on the minute points that my best critics, 
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it seems to me, have gone astray. Professor Flux, for in- 
stance, objects that my income concept does not apply to 
the physical product of capital, but to the act of producing 
that product. To the ordinary reader it seems useless 
hair-splitting to insist that the income yielded by an orchard 
is not the physical apples, but the event of yielding up or 
giving over these apples to the storehouse into which they 
next pass. I do not care much what is done with the 
term income, but I believe a careful study will show that the 
concept — whatever we call it — which includes the apples 
yielded is of little value to economic analysis compared 
with the concept which applies to the yielding of the apples. 
The latter concept lends itself at once to social book-keeping. 
The event of separating the apples from the orchard can 
be entered at once as a credit item for the orchard account 
and a debit item for the storehouse. This would not be 
true of the apples themselves, which are never income, but 
always capital, whether on the trees or in the storehouse. 
The advantage of utilizing the concept to which, whether 
correctly or not, I have applied the name "income," is 
still more vital when we come to consider the discount 
relations involved. Capital value is the capitalization of 
what I have called income. It is not in all cases the capi- 
talization of items which enter into any other of the many 
definitions which have been given to income. It was this 
amenability to analysis which led me to denominate this 
concept by the name "income." It is scarcely worth while 
to insist strenuously on any particular use of terms, but 
it is important to point out the relative analytical value 
of different concepts. Physicists call the product of the 
mass of a moving body by the square of its velocity 
(divided by two) its kinetic energy I am sure they 
would not think it worth while to quarrel with any one 
who wished to use this phrase in the sense of the mass 
multiplied by the cube of the velocity. But the former 
concept is useful, and the latter relatively useless, the 
former lending itself to the discussion of what has been 
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called (whether happily or not, does not matter) the 
conservation of energy. 

Professor Flux in his review seems to overlook or omit 
the mutual relations of discount and interest which con- 
stitute the raison de'tre for the concepts which I have called 
capital and income. It is chiefly because "savings" do 
not enter into these discount relations on equal terms with 
other items of income that savings do not form a part of 
what I have called the income concept. I do not think there 
are reasons of terminology alone sufficient to justify the 
inclusion of savings in income. But, if savings are to be so 
included, some other term must be applied to take the 
place of what I have called income. The justification of 
these statements must rest on my books themselves and 
on a later paper devoted to this subject. 1 I am willing 
to stand by the test Professor Flux ascribes to me: "the 
attitude towards the mystic question 'Are Savings Income' 
serves as a kind of crucial test to distinguish those who 
are sound in their views from the others. This problem 
is Professor Fisher's pons asinorum for economists " 

Both Professor Commons and Professor Flux demur 
somewhat at the relatively unimportant rdle which they 
believe is assigned in my books to the subject of "cost." 
The objections of the two are different, however. Pro- 
fessor Commons has some sympathy with the modern 
popular prejudice against valuing any article of capital, 
especially when monopolized, above its original cost. In 
other words, Professor Commons, while admitting that the 
cost does not control value, maintains that it ought, by 
legislative enactment and otherwise, to be made partially 
to control value. Professor Flux, on the other hand, 
maintains to a larger extent than I have admitted that 
cost does actually control value. 

First, I will disclaim any intention to underestimate the 
importance of the cost concept. The importance it holds 
in my mind is not to be measured by the number of pages 

1 "Are Savings Income?" Publications of the American Economic Association. 
vol. ix , No. 1, April, 1908 
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devoted to it in the books, the main purpose of which was 
to study capitalizations of income. I believe that the 
position on cost which was taken by Professor Davenport 
in his brilliant book, Value and Distribution, is in gen- 
eral the correct one. What I attempted to point out was 
that those double-faced events which I have called inter- 
actions, and which always have a double entry, a positive 
and negative entry, in social book-keeping, are not ulti- 
mately cost any more than they are ultimately income. 
I also tried to emphasize that cost enters into capitalization 
on equal terms with income, when the cost is future. Past 
cost does not affect present valuations except indirectly, as 
it must affect future expected income and cost. 

I am not sure that I understand Professor Flux's apology 
for appraising wealth at cost value. He certainly would 
not maintain that obsolete machinery, even in good physi- 
cal condition, could be appraised on the basis of its cost. 
The only cases in which cost (with interest) is equal to 
value is where this value is also equal to the estimate 
of worth on the basis of future expectations; when, in 
other words, cost is superfluous as a determinant of value. 
That cost does influence value by limiting supply, thereby 
affecting the quantity and value of future services, cannot 
be questioned. It is natural that business men should not 
follow this roundabout relation, but connect directly cost 
with value. This, however, is no reason for economists 
failing to analyze the relation in all its complications. 

Professor Flux evidently regards me somewhat of an 
iconoclast. As a matter of fact, I have never wished to 
tear down any previous economic structure so long as 
it was possible to build upon it. On the contrary, 
my aim has always been to look for agreements rather 
than disagreements, and I always feel satisfied when 
economists recognize, as Professor Flux does in one part 
of his article, that the presentation I have made is in 
many respects, if not in most, merely the older conclusion 
in a new dress. I would not even insist on newness of 
dress, were any of the older garments sufficiently service- 



NOTES AND MEMORANDA 541 

able, but the truth is these older garments only partially 
fit. Moreover, there seemed to be no prevailing fashion. 
It is the history of all science that terminology and defini- 
tions will constantly change until exactly adapted to serve 
the concepts for which they are merely names. Even 
where possible, it is usually awkward to cling to older 
usage in the light of newer analysis. The whole subject of 
terminology, however, occupies in my estimation a very 
secondary place. 

I should be entirely willing, for example, if there were 
fairly unanimous sentiment to that effect, to exclude free 
human beings from the concept of capital, in spite of the 
many advantages of including them It would simply be 
necessary, in many cases, to substitute the long phrase 
"capital and free human beings" in place of the one word 
"capital." It is not on its classificatory side that I would 
insist on my concept of capital, but on its analytical side — 
its relations to time and to discount. Classification, as I 
have always insisted, has of itself no power to solve scien- 
tific problems. It plays a very subordinate r61e in all that 
I have written. Nothing has surprised me more than the 
opinion expressed by one of my critics that The Nature 
of Capital and Income was a study of classification or 
taxonomy; 1 but I reserve answer to this criticism for a 
separate article elsewhere. 

Irving Fisher. 
Yale University 

1 Thorstein Veblen, "lasher's Capital and Income," Political Science Quar- 
terly, March, 1908. How malapropos Professor Veblen's characterizations are may 
be seen by comparing them with my views on economic method as expressed in 
"Economics as a Science," Science, N S , vol xxiv , No 609, pp 257, 261, 
August 31, 1906. 



